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Dear Secretary Dortch

The New York State Department ol Pubhic Service (NYDPS) submts these reply
comments 10 responsc to the Federal Commumications Commission's (Commission) Noticc of
Proposed Rulemaking (NPRM) published in the October 17, 2003 Federal Reguster.

Various parties have questtoned the approprateness of the pnicing methodology for
Unbundled Network Elements (UNEs) known as [otal Element Long Run Incremental Cost
(TELRIC) Howcver, there 1s onc 1ssue that requires further comment. The Verizon Telephone
Companies (Verizon) state in their comments thal their study "demonstrates that UNE rates in
placc between 1997 and 2002 have already resulied 11 a substantial shortfall between the
wholesale revenues Verizon has received for the UNEs it provided to CLECs and Verizon's
historical investment 1, and the associated operauing expenses for, the facilities it has to provide
those UNEs "' Verizon states (urther that from 1997 through 2003, in New York, Verizon
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mcuwrred approximately $2 4 bilhion in costs to provide UNEs that were not recovered by
'ELRIC rates

I'he NYDPS would need substantial time to audit and render an opinion on Verizon's
study results The $2.4 billion 1s clatmed to be the losses on UNE leases durnng 1997-2003 as a
result of using TELRIC rather than Verizon's actual (or embedded) costs To the extent that
Verizon contends that 1ts UNE rates do not recover s full cost of service, as the Commuission 1s
aware, the S‘upreme Court concluded that recovery of embedded costs was not envisioned as part
of TELRIC

Umtil there 1s a fuller understanding of the underpinnings of Verizon's claims, the
- 4
Commission should not make national policy based on Verizon's filing

Very Lruly vours,

onski Ryman

General Counsel
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Albany, New York 12223-1350

© A cursory review of the exhibits appended to Verizon's comments mdicates that the Verizon
study appears to include a number of assumptions that would need to be examined.

Verizon Communications Inc | et al v Federal Communications Commission, et al., Nos.
00-511, 00-555, 00-587, 00-90, and 00-602 535 U S 467,122 S Ct 1646, 152 L Ed 2d
701, 2002 U S. LEXIS 3559, 70 US | W 4396 (May 13, 2002).

Verizon also mdicales the shortfall between TELRIC and Vertzon's actual forward-looking
costs durmg 2002-2005 will be $1 2 billion  However, this appears to be the difference
between the UNE rates proposed by Verizon and the rates allowed by the New York Public
Service Commussion (NYPSC) in the most recent UNE rate proccedme. As noted in the
NYDPS imuial comments, the NYPSC adopted Verzon's cost model, which, n large part,
relied on historical data and forward-looking estimates by Venizon's engtneers.



